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EX PARTE

Edward D. Young, 
Vice President  External Affairs and
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April 14, 1997

    

Mr. William 
Acting Secretary
Federal Communications Commission
1919 M Street, NW  Room 222
Washington, DC 20554

Re: CC Docket Nos. 96-45

Dear Mr. 

On April 4, 1997, AT&T, Bell Atlantic and NYNEX outlined a proposal to achieve
interstate Universal Service and access charge reform. The attached charts and spreadsheets
show the effects of that proposal on the industry and on long distance carriers, local carriers,
and consumers. Attachment 5 contains a detailed implementation schedule.

In developing this proposal, the companies focused on five goals:

� Continue historic Universal Service requirements while increasing Universal
Service support for rural telephone service

� Fully fund the new education and health care components of Universal Service

� Reduce telephone rates for consumers

��Reduce access rates

� Minimize the risk of a successful legal challenge to the plan

The proposal put forth by AT&T, Bell Atlantic and NYNEX successfully achieves these five
goals.

The plan would continue to provide support for basic local telephone service at
affordable rates. Also, rural telephone companies would receive additional Universal
Service funds to lower their interstate access charges.

The proposal provides funding for inside wiring and advanced telecommunications
services for schools and libraries and discounts for telephone service to rural health care
facilities. These are significant new federal programs required by the 1996
Telecommunications Act. The funding required for these new programs would be financed
in part through a  Universal Service for America Contribution by telephone customers,



phased in for residential customers through  increases every six months. The contribution
could be reduced after all facilities are connected.

Another highlight of the plan is that consumers would enjoy a net $900 million
reduction in telephone charges over the next 18 months, even after taking into consideration
their modest contribution to support Universal Service.

Effective July 1, 1997, the access charges that local telephone companies now
receive from long-distance carriers for use of the local telephone network to begin and
complete long-distance calls will be cut by $2.5 billion. This represents a significant
reduction in access rates by local companies including Bell Atlantic and NYNEX. Long
distance companies led by AT&T, after making their required contribution to Universal
Service, would reduce long distance customer rates by over $2 billion.

If all industry participants and the Commission support this balanced compromise,
the uncertainty and delay inherent in further litigation of these issues can be avoided.

We encourage other participants in this process to review this proposal and consider
supporting it. We believe it balances the interests of all telecommunications providers and
the public we serve.

We request that the attached be made part of the record in the proceedings captioned
above.

Sincerely,

Attachment

cc: Chairman Reed E. Hundt
Commissioner James H. 
Commissioner Rachelle B. Chong
Commissioner Susan Ness
Mr. James 
Mr. Daniel Gonzalez
Mr. James Casserly
Mr. Thomas 
Ms. Regina M. Keeney
Mr. A. Richard Metzger, Jr.
Ms. Kathleen B. Levitz
Mr. John Nakahata
Mr. Joseph Farrell
Mr. James D. Schlichting
Mr. Richard K. Welch



ATT/Bell  Interstate Proposal

Overview

On April 4, 1997 AT&T, NYNEX, and Bell Atlantic provided a detailed
outline of an interstate proposal to achieve Universal Service and access charge
reform. Attached are charts and spread sheets that display estimates of the
quantitative effects of that proposal. These attachments demonstrate how the
plan will result in the following benefits (Attachment 1):

�� toll reductions to consumers,
��full funding of the Joint Board recommendations to connect schools,

libraries, and rural non-profit health care providers,
� increased support for rural local exchange carriers to allow them to

reduce access charges and maintain affordable rates, and
�� increased support for Lifeline and  programs.

Attachment 2 displays the first year access revenue reductions for each
price cap local exchange company and illustrations of potential cumulative 5 year
impacts. The results of this analysis show that the cumulative impacts are well
balanced and equitable. The combination of a one time initial rate reinitialization
based upon reported interstate costs and a five year phase out of the TIC rate
element are the primary factors in creating this balanced impact.

In the first year, companies will apply their revenue reductions initially to
their TIC. This reduces the amount of TIC remaining to be phased out in
subsequent years. For some companies there would be no TIC remaining to
phase out after the first year and thereafter their price changes would reflect
normal price cap/access adjustments. Conversely, companies like NYNEX
would reduce rates by $156 million in year one under rate reinitialization and
would still be obligated to reduce rates by at least $97 million per year in
subsequent years in order to phase out their remaining TIC.

Attachment 3 displays the impact that this proposal will have on the
average access usage rate for each price cap company. The industry average
usage rate will decline from 2.7 cents per minute-of-use today to approximately
1.5 cents per minute-of-use on January  Further reductions are
guaranteed as some companies continue to phase out their TIC in July 1998 and
annually in each of the following three years.

Attachment 4 provides a summary of the Universal Service Funds that are
supported by this plan. It shows the estimated total size of the funds when fully

 



in place, the amount of each fund that would be recovered from   and
other carriers, and, for the  it shows the amount of their new funding
obligation compared to what they pay today through Universal Service and
access charges. The total size of the fund is $5.36 billion (based upon more
accurate high cost information). Of that amount, $3.3 billion is new money not
currently funded through either Universal Service payments or access charges.

Attachment 5 explains the universal service and access rate structure
changes proposed in the plan and the impact of those changes. In addition,
Attachment 5 also describes the implementation  under the proposal.
The plan will substantially realign the interstate reported access costs and rates
by increasing the proportion of non-traffic sensitive costs that  will recover
through flat rate charges. This means that usage charges will be better aligned
with variable  sensitive) costs.

Attachment 6 lays out the various changes being proposed across a
 and demonstrates how the plan will impact   and consumers.

The major milestone dates for this plan are:

� July  1997 when access and toll reductions are implemented and the
first changes to Universal Service are initiated for new programs to
support schools and libraries;

� January  1998 when access charges are restructured and changes
to the high cost and rural telephone company support components of
Universal Service are implemented; and,

� July  1998 when the final components of the Universal Service
proposals are fully implemented and the next step of access charge
reductions takes place.

Finally, the attached Appendices provide detailed spread sheets and
notes containing the basic data and company specific impacts for the changes
implemented on  1997, on January 1, 1998, and on July  1998.

Although this joint AT&T/Bell  proposal is comprehensive,
the parties were unable to reach an agreement on the ultimate level of high cost
universal service support for large  In addition, the parties have not
agreed to the structure of price cap regulation beyond those recommendations
described within this proposal or the levels of access prices beyond January 
1998.

 



National Universal Service Fund

0 Maintains and expands support for rural 
Existing high cost
Existing long term support
Existing DEM weighting support
New access rate disparity support

Total

0 Supports new funds
Education
Healthcare
Expanded Lifeline  Link-up

Total

0 Continues support for Large Companies

Explicit LEC collection mechanism for
“Universal Service for America” contribution

Per MOU access rate decrease

Long distance toll reductions

Total cumulative (‘97  ‘98) consumer savings

$1.48

49%

$2.1 B

ATT/Bell  Proposal

Plan Highlights

 Attachment 1



Ameritech

Bell Atlantic

NYNEX

Bell South

SBC

Pacific Tel.

US West

GTE

Sprint

All Others

ATT/Bell  Proposal
Summary of Revenue Reductions

July  1997 and Cumulative Through July 1, 2001
 millions)

July 1, 1997
Reduction

$363

$156

$404

$281

$152

$462

$182

$55

Remaining July 1, 1998
Non-Service PC Reduction
Related TIC  5.3% or 25%
Calculated of Non-Service

Jan. 1.1998 * Related TIC **

$ 0
$210

$367

$ 0
$129

$0

$244

$0

$75

$97 T

$77

$53

$39

$65 T

$23
$17

Est. Total
Reduction

through
July 1, 2001

$587

$396

$545

$711

$277

$435

$410

$704

$273

$123

Total Reductions $2,216 $561 $4,461

* Derived by estimating service related TIC at 20% of total TIC
For illustrative purposes, assumed price cap filing at 5.3% productivity and  of 2.7%

(T) Indicates that 25% of non-service related TIC is greater than price cap reduction at 5.3%
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ATT/Bell  Proposal
Summary of Estimated Total Revenue Reductions

For Large Price Cap Companies

 millions)

1

Attachment 2
Page 2



Company

Ameritech

Bell Atlantic

NYNEX

Bell South

SBC

Pacific Tel.

US West

GTE

Sprint

ATT/Bell  Proposal
Summary of Average Minute of Use Rates

Current July I, 1997

$0.024

$0.021

$0.035

$0.026

$0.024

$0.022

$0.026

$0.038

$0.032

$0.016

$0.018

$0.031

$0.019

$0.021

$0.012

$0.023

$0.025

$0.020

Jan. 

$0.010

$0.013

$0.025

$0.013

$0.015

$0.008

$0.018

$0.018

$0.014

Average rate $0.027 $0.021 $0.015 $0
(all Price Cap 

%  from Current Rate

* For illustrative purposes, assumed price cap filing at 5.3% productivity and  of

July 

$0

$0

$0

$0

$0

$0

$0

$0

$0

 



Universal Service
 millions)

Fund

National Services:
Schools and Libraries (1)
Rural Health Care
Lifeline, 

Subtotal

High Cost: Rural 

High Cost:
Large 

Total
Proposed

1,125.0

1800

325.0

As of July 

Current Proposed Changes Prop

479.3 479.3

1800   
180.0 659.3 479.3

1,735.0 1,735.0

325.0 325.0

Total 3,365.0 479.3

Access Flow Back

(1) Schools and libraries funding phased-in to reach  on 

 



Universal Service
($ millions)

Fund

National Services:
Schools and Libraries
Rural Health Care (1)
Lifeline,  (2)

Subtotal

High Cost: Rural 
Existing high cost
Existing long term support
Existing DEM weighting
New access rate disparity

Subtotal

High Cost:
Large 

As of January 

Total
Proposed

150.0
380 0

450.0
410.0
375.0
500 0

325.0

All Others
Current Proposed Proposed Proposed

958.5 958.5 227.2
63.9 63.9 70.9 15.2

 1800 161.9  179.7 280.8 

450.0 356.0 (94.0) 57.1 36.9
410.0 324.3 (85.7) 52.1 33.6
375.0 296.6 (78.4) 47.6 30.8

0 500 5 395  (362.6) 04.5) 63.5 41 .o220.3 142.3

325.0 257.1 (67.9) 41.3 26.6

Access Flow Back 31.8 31.8 (31.8)

(1) Start-up commences at  and increases to  on 1 
(2) Assumes 6M lifeline customers 1  8M by  and 1 OM by 
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Universal Service
 millions)

Fund

National Services:
Schools and Libraries
Rural Health Care
Lifeline, 

Subtotal

High Cost: Rural 
Existing high cost
Existing long term support
Existing DEM weighting
New access rate disparity

Subtotal

High Cost:
Large 

Total All Others
Proposed Current Proposed Proposed Proposed

2,250-o
250.0
5250

958.5
106.5

 1800
180.0

 2237

958.5 227.2
106.5 118.2 25.3
43.7 2483 53.0

305.5

450.0
410.0
375.0
500.0

1,735.0

450.0 356.0
410.0 324.3
375.0 296.6
5000 3955

(94.0) 57.1 36.9
(85.7) 52.1 33.6
(78.4) 47.6 30.8

63.5 41.0
(362.6) 220.3 142.3

325.0 325.0 257.1 (67.9) 41.3 26.6

As of July 1, 1998

Access Flow Back 31.8 31.8 (31.8)

Attachment4
Page3
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ATT/Bell  Proposal
Universal  Reform Implementation Schedule

Overall, the Universal Service proposal will accomplish the following:

� Maintain support for rural 
� Maintain existing high cost support and funding for large 
� Each carrier’s contribution to the high cost funds described above will be

determined as a percentage of interstate retail charges.
� Establish a National Services Fund that, when fully implemented, includes

the following components and amounts:
�  for schools and libraries that implements the Joint Board

recommendation based upon the Telecommunications Act of 1998.
� Approximately  for discounted services to rural not-for-profit

health care providers.
� Approximately  to support expanded Lifeline and Link-up

programs in all states.
� The components of this National Services Fund total approximately

$3.38.
� Each carrier’s obligation to the Fund is determined as a percentage of

interstate and intrastate retail revenues. The LEC recovers its
assessment, however, entirely through interstate retail rates.

� Mechanisms need to be developed to insure that no segment of the
telecommunications industry, either  or wireless, pay more
than their fair share to these funds.

� The LEC obligation for the National Services Fund and rural high cost will be
recovered in the following manner:

A “Universal Service for America” contribution from all end users on a
per line basis. The residential portion of this charge will be
implemented in three phases consistent with the timing of the overall
funding requirements. The residential charge will be phased-in
beginning at  on July  1997, with increases of  on January 1,
1998 and July  1998. The business per line contribution will be set at
an amount to make up the difference in the funding requirements. On
average this equals  Both residential and business charges will
be decreased after the wiring of the schools and libraries is concluded.

� Additional funding obligations from toll will be recovered by an
exogenous adjustment to the interexchange basket.

� The additional funding obligations from special access purchased by
end users would be recovered, at the company’s option, through a
separate mechanism  of price caps applicable to end users
only.
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Effective Julv 1.1997:

Universal Service

� Maintain support for rural 
� The existing high cost fund support for small 
� The existing Long Term Support for small 
� The existing DEM Weighting support for small 

� Maintain existing high cost support and funding for large 
� Establish a National Services Fund:

Begin implementation of education component of the fund at an
annual level of $1 
Existing  Lifeline and Link-up support continues.

� Recovery for the National Services Fund will begin:
� “Universal Service for America” contribution initial level for residence

users of 
� The business per line contribution will be set at an amount to make 

the difference in the funding requirements. On average this equals

� Additional funding obligations from toll will be recovered by an
exogenous adjustment to the interexchange basket.

� The additional funding obligations from special access purchased by
end users would be recovered, at the companies option, through a
separate mechanism outside of price caps applicable to end users
only.

Access Reform

� To implement the new access structure,  will first set all price cap
indices (PCI) equal to actual price indices (API) and equal to service band
indices (SBI).

� The TIC will be removed from the transport basket and established as a
separate basket.

� Each LEC determines its access rate reduction for July 1 in the following
way:

Determine the revenue reduction resulting from using the current Price
Cap Rules.

2. Determine the revenue reduction required to reduce the TIC by 20%
(first step of five year phase out).

3. Determine the revenue reduction required to reinitialize rates to a
11.25% ROR.

4. The LEC access rate reduction is the greatest of the above three
calculations.
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� All reductions applied to reduce the TIC rate element (up to 80% of total TIC
pending FCC determination of “service-related” TIC costs). Any excess
reduction is applied to the CCL.

� Increase the cap on Single Line Business SLC from $3.50 to $6.00 and
increase the cap on Multiline Business SLC from $6 to $8 and reduce CCL.
These rates will increase from their current levels to the lower of cost or the

� After reductions all  set equal to  and 
� To determine price cap productivity, the Commission should review the

effects of market place and rate structure changes.
� No changes to separations cost allocations or on the basis of demand

stimulation.

Effective Januarv 1.1998:

Universal Service

� Establish a Rural Local Exchange Company Fund for rural  that
includes the following components:

� The existing high cost fund support for small 
� The existing Long Term Support for small 
� The existing DEM Weighting support for small 
� New support designed to reduce the disparity between the access

charges of rural  and large companies.
� This fund would be approximately $1.7358. Funding obligations for

this fund would be assessed to carriers based upon their share of total
interstate retail revenues

� Expand the National Services Fund as follows:
� Fully fund the  for schools and libraries (increase of $1.1258).
� Of the approximately  for discounted services to rural 

profit health care providers, funding of  would begin on January

� Of the approximately  to support expanded Lifeline and Link-up
programs, funding of  would also begin on January  1998
based upon an estimate of 6M Lifeline customers (increase of 
The Lifeline fund would support the $3.50 SLC charge, the 
“Universal Service for America” contribution. The fund would also
allow  to forgo charging the $1  residential PSL charge to
carriers.

� Increase the “Universal Service for America” contribution for residence end
users to  on January  1998.
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� Establish a high cost fund for large  that serve costly geographic
markets would be established. This would amount to approximately 
equivalent to the current level of high cost funding provided to large 

� Funding obligations for this fund would be assessed to carriers based
upon their share of total interstate retail revenues.  would collect
their obligation based upon total interstate revenues (subject to SLC
caps). As such, a portion of the LEC obligation would flow back to the

 through carrier access charges.

Access Reform

� Establish a  Line Charge (PSL) billed to interexchange
carriers. Cap the PSL charge at $1 for residence lines and $2 for business
lines. Target reductions to cover non-traffic sensitive (NTS) costs of CCL
and then local switching rate elements.

� PSL charge is an average charge per holding company.
� If NTS costs are less than caps, retain the 2 to 1 ratio of business to

residence PSL charges.
� FCC completes definition of “service-related” components of TIC and

initiates transition period to appropriate rate elements.
� The existing interim transport rate structure should be continued.
� Collapse the current common line and switching baskets into a single basket

subject to switching basket PCI.
� Combine the LS, Information Surcharge, and any residual CCL into a single

usage rate.
� Require that the terminating access rate be no higher than the originating

access rate for all carriers.
� With the opening of local exchange markets to increased competition, the

Commission should consider the appropriateness of additional pricing
flexibility for  under the new price cap structure that should also be
effective January 1, 1998.

Effective  1.1998:

Universal Service

� Expand the National Services Fund as follows:
� Of the approximately  for discounted services to rural 

profit health care providers, funding would increase to 
(increase of $1 OOM).
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� Of the approximately  to support expanded Lifeline and Link-up
programs, funding would increase to  based upon an estimate
of 8M Lifeline customers (increase of 

� Increase the “Universal Service for America” contribution for residence end
users to 

Access Reform

� Continue phase-out of the remaining TIC over four years by targeting all
reductions to the TIC. Amount of reduction determined by taking the greater
of 25% of TIC on January  1998, or the annual reduction calculated using
price cap rules.

  1999  Julv 1.2001:

Universal Service

� The National Service Fund would increase to anticipated full participation
levels.

� The “Universal Service for America” contribution would decrease after wiring
of schools and libraries is concluded.

Access Reform

� Phase-out of remaining TIC continues.
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Summary of AT&T/Bell  Proposal
IXC Annual Impact as of 

Access Reductions
“Triple Play” By Company

(P-Cap, 20% TIC, Reinitialization to 11.25%) (2,200) Higher of the  possibilities

Restructures
Increased 

 line charges from 
LEC reduction in usage-based access charges

Total Restructures

(370) Cap raised to $6 for Single Line Business, $6 for Multi Line

2,362

High cost Component of New USF
Small, rural 

LTS
DEM

Old High cost
Access Differential

Total Small, rural  High Cost

(375)

(500) Permits Rural Cos to equalize their rates with large 

Large  High Cost

Total High Cost

Other Reductions
Removal of Existing Lifeline charge

(per line from NECA)

Total IXC impact before New USF

New USF
New money for National Services

Schools  Libraries
Rural Health Care

Lifeline, Link-up
Total before assessments

2,250
150
380

2,780

 assessed 42.6% of National Services 1 ,164 Assessment based on total retail revenues

 assessed 79.1% of new high cost fund 1,629 Assessment based on interstate retail revenues

Total New USF charges to 2.814 

Access  charged to 32 Covers LEC obligation for large LEC high cost (above SLC caps)

Net IXC revenue impact

*Excludes line charges associated with Lifeline customers
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Summary of AT&T/Bell  Proposal
Universal Service Funding & Assessment

1. High Cost Fund
Large 

Small, rural 
LTS

DEM
Old High cost

Access Differential
Total High Cost

325

410
375
450
500

2,060

2. National Services (New Money)
Schools  Libraries 1,125 1,125

Rural Health Care 150
Lifeline, Link-up 380

Total National Services 1,125 1,655

3. Total New Universal Service Fund 1,125 3,715

4. Assessment of New Universal Service Fund on Retail Revenues

High Cost Fund Payments (assessed on Interstate revenues)
1,629

262
Other 169
Total 2,060

National Services Payments (assessed on total revenues)
479 705
532 783

Other 114 167
Total 1,125 1,655

Total NUSF
479 2,334
532 1,044

Other 114 336
Total 1,125 3,715

711198 Total

325

410
375

-450
500 

2,060

100
145
245

245

2,250
250
525

3,025

5,085

1,629
262
169

2,060

104 1,289
116 1,431
25 306

245 3,025

104 2,918
116 1,692
25 474

245 5,085
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Summary of AT&T/Bell  Proposal
IXC Impacts

Annual Expense Change  as of:

Access Reductions
“Triple Play” By Company

(P-Cap, 20% TIC, Reinitialization to 11.25%)

Restructures
Increased 

 Line charges from 
LEC reduction in usage-based access charges

Sub Total

Removal of New USF Components
New High Cost fund

Other Reductions
Removal of Existing Lifeline charge

(per line from NECA)
Payment of “Access Flowback” to 

Sub Total

Total Access Charge Reform Before New USF

IXC New USF Payments

Net IXC Impact

 

(370)

(370)

0

0

479

2,362

(70)

2,334

55

 Total

(561) (2,761)

(370)
2,335

0

0

(588) (5,437)

104 2,918

(483) (2,519)

*Excludes line charges associated with Lifeline customers
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Summary of AT&T/Bell  Proposal
LEC Impacts

Annual Revenue Change  as of:
 Total

Access Reductions
“Triple Play” By Company

(P-Cap, 20% TIC, Reinitialization to 11.25%)

Restructures
Increased 

SLC reduction in usage rates
“PSL” Line charges to 

IXC usage reduction to offset line charges
Sub Total

New USF Components
Lifeline Receipts from New USF
Lifeline Discounts to End Users

Access “Flowback” Revenue from 
Sub Total

LEC New USF Payments

National Services Collections

LEC Net Impact

370

0

0

532

532

2,362

380

32
102

1,044

1,013

0

(2,761)

370

2,335

145

27

525

32
129

116

116

 

1,692

1,661

(2,761)
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Summary of AT&T/Bell  Proposal
Customer Impacts* (Telephone Bill)

Change in IXC toll charges

Increased 

LEC Charges for National Services

Total IXC and Local Telephone
Customer Impact

  Impacts
1   Impacts

  Impacts
Total

Annual Impacts ($M) as of:
111198 Total

55

370 370

532 1,013 116 1,661

1,068 (368) (488)

Calendar Year Impacts

1997 1998 Cumulative

 
1,068 1,068

(184)

*Excluding benefits of Rural Health Care and Schools  Libraries
 denotes customer savings



ATT/Bell  Proposal
Company Specific Data

 I  I ---  ---     -- I

  
$117  
$940

I I I I I I

 
Sensitive
Special Access
IX

 Interstate
Access Revenue

Rate $0.0236 $0.0208 $0.0352 $0.0261 $0.0244 80.0216 $0.0264 $00557

4114197
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ATT/Bell  Proposal
Company Specific Data

$0.0377 I SO.0276 $0.0334 I 50.0276 $0.0315 SO.0274 $0.0257
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  Proposal
Company Specific Data

Ameritech NYNEX Citizens
Forecast Revenue I I I- - - - - - - - -

 
$341 

$117.228.627 $124.977.992   
  - - .  

Total  Usaae Revenue                
I I I I I I I

Remainina Traffic
Sensitive
Special Access

 Revenue
$29541,182

      
Total Interstate Access
Revenue       ,138  

Forecast 
(6% Growth)

TIC 20%
Represcrip  11.25
PC  6.3% $64.126.514  $83.486440
Maximum 5280.903.000 $151.629.000

���

ML  CAP $0
SL  to $6.00 $10.409.021 $16.309186  s 1 3 . 8 2 3 . 2 7 4
Total

Adiusted Revenues
Usage Revenue
EUCL Rev
Per Line Rev
Total Adjusted
Revenues

     $ 1  
 

       

Average MOU Rate $0.0183 $0.0310 $0.0195 $0.0213 SO.0122 $0.0227 $0.0447 $0.0251
I
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ATT/Bell  Proposal
Company Specific Data

Remainina Traffic
Sensitive $426,050 $953,004
Special Access

 Revenue_
$36,037

   9 7 . 1 7 7 . 5 2 9 . 9 2 5  
Total interstate Access
Revenue    

Forecast 
(6% Growth)

I I I I I I

Adiustmentq
TIC 20%
Represcrip  11.25
PC  
Maximum

$ 3 . 9 9 8 . 3 1 5 $32,  783

I I

ML  CAP
SL  to 
Total

$0

$83,796 $213,622

Adiusted Revenues
Usage Revenue
EUCL Rev
Per Line Rev
Total Adiusted
Revenues

Average MOU Rate

$331 

  

$0.0222 $0.0204
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